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Who Bears the Burden of Taxes? 


By M. H. HUNTER* 


HO bears the burden of taxes? This ques- 

tion has been often asked, and the answers 

to it have been legion. But the answers 
have been widely at variance and often far from any 
semblance of truth. 

One will read that industry is being crushed by 
the heavy taxes placed upon it, and again that in- 
dustry is unloading its tax burden upon the con- 
sumer in a higher price. Members of real estate 
boards claim that they unload taxes in higher rents 
in order to assure themselves of the current rate of 
return on their investment. A monopolist has sim- 
ply to add his taxes to his price and the consumer 
pays them for him. Hotels in a certain city made a 
blanket increase of $1 in their rates in order to re- 
coup themselves for taxes. And one explanation of 
taxes recently published settled the whole issue by 
declaring that every producer—merchant, farmer, 
railroad, etc.—simply added his taxes to his price 
and the consumer complacently pays them. 

Current economic conditions may indicate a cause 
and effect relationship when in reality none exists. 
It is easy, for example, when prices are rising at 
the same time taxes are being increased to attribute 
the rise in prices to the tax situation. During the 
World War, for example, high taxes were levied 
upon excess profits and incomes. At the same time 
the price level was extremely high and the explana- 
tion that the price situation was the result of un- 
loading the taxes had much credence. The fact that 
there was a tremendous increase in the amount of 
money to be used in purchasing a diminished supply 
of goods failed to be noticed. Likewise it appeared 
that the high price paid for agricultural products 
was in part a reflection of the increasing taxes on 
iand. Subsequent developments indicated, however, 
that prices could suddenly and materially fall with 
practically no change in the tax burden. 

To shift a tax means to creep from under the bur- 
den of it. The one upon whom the levy was made 
unloads it upon some one else, and lives, moves, and 
has his being as before the tax was levied. Many 
taxes may cause a burden upon others than the one 


*Associate Professor of Economics, University of Illinois. 


upon whom they were originally placed, however, 
even though there is no chance of their being shifted. 
If a tax of $100 is levied upon an individual, there 
is no way he can unload it upon any one else by 
causing a price change. It does mean that he now 
has $100 less to use as he pleases. If he reduces his 
savings by that amount and spends as usual, then 
the amount available to enter industry will be de- 
pleted. If, on the other hand, he saves as usual but 
curtails his buying, then the industries from whom 
he would have purchased feel the effects of the tax. 
It is doubtless true that every tax, no matter 
whether it can be shifted or not, causes burdens upon 
industry, the accurate effects of which cannot be 
traced. 


Tax Shifting Difficulties 


To those who have given little thought to the 
matter, to unload a tax burden placed upon any 
productive process appears a simple matter. It has 
but to be added to the price of the product, and is 
thus passed on to the consumer. It is much the 
same as the current idea of the power of the monop- 
olist. To suggest a monopoly is to suggest a price 
at any place that the monopolist may desire. 


The problem in neither tax shifting nor monopoly 


price is quite so simple. It is conceivable that an 
individual could invent a machine that would blow 
one thousand soap bubbles an hour, and that he 
could have it patented which would give him a 
monopoly. Difficulty would doubtless be experi- 
enced in securing capital to finance their manufac- 
ture, because in this case investors would be skepti- 
cal about the monopolist being able to secure any 
price for his product. 

The ability of a monopolist, or any one else, to 
secure a price rests upon the intensity of the desire 
for the product. Individuals in buying products are 
not particularly concerned whether they are pro- 
duced by a monopoly or under competitive condi- 
tions, but with their power to satisfy desire. Con- 
sequently a manufacturer of soapbubble machines, 
whether a monopolist or not, could not expect to 
receive a return for his product. Neither is the 
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buyer particularly concerned about what taxes have 
been placed upon the ‘producer. When he buys 
steak he does not inquire whether it came from 
land bearing a tax of one, three, or five dollars an 
acre, and offer to pay accordingly; but the price 
he pays is governed by the power of the goods to 
satisfy his wants. 

It is readily observed that the demand for a prod- 
uct will be an important factor in governing the 
possibility of shifting a tax. If a producer could 
increase the price to recoup himself for a tax, he 
could likewise increase it for any other purpose. 
There would be no excuse for business failures nor 
industrial depression. If the farmer could raise 
the price of his grain or live stock in order to 
recover a tax, he could as logically increase it for 
other reasons, and there would be no need for agi- 


tation for subsidies to agriculture of one kind or 
another. 


Price Factors Involved 

Since, then, taxes cannot summarily be added 
to price and collected from the consumer, does their 
burden rest upon the producer? To answer this 
question necessitates the consideration of a number 
of factors, involving the type of industry upon 
which the tax is levied and the immediate and 
ultimate effects of the tax. 

The woolen industry may be chosen to illustrate 
the effects of a tax placed upon competitive pro- 
duction. It may be assumed that the demand for 
woolens has called forth a certain production, and 
that the price is such that the least favorable pro- 
ducer is receiving just the current rate of return. 
Should the price rise, for any reason, or should 
costs fall, then it would become profitable for still 
less favorable producers to enter the market. If, on 
the other hand, the price should fall or costs rise, 
then those now producing under the least favorable 
conditions would be doing so at a loss. 

Now, for some reason, the government increases 
the tax upon the woolen industry. This cannot be 
immediately added to price, because cloth is no 
more valuable to the buyer than it was before. If 
this attempt be made, then some individuals will 
buy cotton goods instead, consequently partially 
destroying the market for woolens. Since the price 
cannot be increased, the least favorable producers 
of woolens will not now be receiving the current 
return, for the tax has increased their cost of pro- 
duction. It may be that over a period of time they 
can transform their capital into some more profit- 
able industry, which will result in a decreased 
supply of woolens, followed by an increase in their 
price. It may be also, that in time the demand for 
woolens will increase, followed by a price increase 
sufficient to compensate for the burden of the tax. 
In either case the tax has resulted in a higher price. 

The result of a tax on competitive industry in 
general will cause the same result as a tax on 
woolens. To the producer a tax is a part of his 
cost. If industry has just been bringing a sufficient 
return to induce individuals to save and invest, an 
additional tax will force the return below this. 
Spending will now be more desirable than saving. 
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Less capital will be invested and some already in 
use may be spent. Investments at least will not be 
made rapidly enough to care for the increase in the 
demand for goods, and prices will rise. Taxes then 
are responsible for a higher price level than would 
otherwise exist, just as wages, interest, and cost of 
raw materials are, over a period of time, the de- 
terminants of the price level. If, somehow or other, 
these could all be provided gratis then our bread 
could be as free as the air. 

The effects of a tax levied upon a monopoly may 
be entirely different. The monopolist is interested 
in receiving the highest net returns, that is by 
having the margin between the cost of the articles 
marketed and their selling price as wide as possible. 
A monopolist cannot, of course, control the demand 
tor his product, but with a given demand he can 
put few or many products on the market until the 
resulting price will bring him the greatest net re- 
turn. The possible effects of a tax upon a monopoly 
can best be observed from an illustration. Suppose 
the conditions of cost and demand correspond to 
the following schedule: 


Selling Profit with 

Number Cost of Price Monopoly $2.00 Tax 

Produced Each of Each Profit per Unit 
25 $5.00 $20.00 $375.00 $325.00 
50 4.50 18.00 675.00 575.00 
75 4.30 15.50 840.00 690.00 
100 4.15 12.75 860.00 660.00 
125 4.10 10.00 738.00 488.00 
150 4.05 8.00 593.50 293.50 
175 4.00 eee! ue —350.00 


In this schedule, before any tax is considered, the 
supply will presumably be fixed at 100 units, for at 
this point the net returns are greater than if any 
other number had been produced. Suppose the Gov- 
ernment, as indicated in the last column, decides to 
levy a tax of $2.00 upon each unit of the goods 
produced. Under such conditions a change in the 
amount produced from 100 to 75 will result in a 
higher net return than if production had remained 
as above. In this particular case, the price rose by 
more than the amount of the tax, yet the monopolist 
was the loser by more than the amount of the tax 
paid. It is possible, of course, had the tax been 
small, that the greatest net return would have been 
realized with the same schedule of production. 
Under such conditions no attempt would be made 
to shift the tax. 

A tax upon gross receipts would have the same 
results as a tax upon units of product. In the case 
of a tax levied upon the net receipts or as a lump 
sum, however, no attempt will be made to shift the 
tax through a readjustment of the supply schedule. 
In the above schedule, suppose a 10 per cent tax 
has been levied upon the net returns. The highest 
net returns will still be obtained by producing 
exactly the same as before the tax was levied. Ten 
per cent of the net return from 100 units will leave 
a larger amount than a 10 per cent reduction from 
any other point in the schedule. A lump sum tax of 
$50 would be treated similarly. Fifty dollars from 
$860 will leave a larger amount than if taken from 
any other item in the schedule. 
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If the desire be to levy a tax upon a monopoly in 
such a way that it will bear the burden, then a net 
receipts tax will be the most logical. If it be the 
intention to leave a possibility of shifting, then a 
tax upon the units produced or a gross receipts tax 
should be called into use. 


Many entirely irreconcilable conclusions have 
been reached in regard to the burden of taxes 
placed upon land values. To examine all these with 
the reasoning leading thereto would be too long and 
tiresome. The peculiar features of land which af- 
fect the burden of the taxes are that it is not re- 
producible; the supply is fixed though not all of a 
quality suitable for use, while the salable value of 
the land is the base taken for taxes. 


Two questions present themselves in a study of 
land taxes: Can the landlord unload his taxes upon 
the tenant?; and can the tiller of the soil unload his 
taxes upon the consumer of his products in a higher 
price ? 

The amount which a tenant is willing to pay as 
rent for a piece of land represents the difference in 
the productivity of that piece of land over the 
poorest piece of land which just yields the current 
remuneration for energy expended. Value, more- 
over, cannot be attributed to this piece of land 
which just yields the current return to labor and 
capital. An individual would be no more willing 
to pay for such land than he would be willing to 
pay $100 for a job to pay him $8 a day when the 
latter is the current wage for such services. But 
as better grades of land are noticed, it is seen that 
the same expenditure of energy is rewarded by a 
greater return. One piece of land may yield but 
twenty bushels while another may yield forty and 
still another sixty. The man who has been working 
the twenty bushel land will be just as well off if he 
takes the sixty bushel land and pays a rent of forty 
bushels. In fact, the competition of tenants for 
the different grades of lands will result in the 
amount of rent paid corresponding to the relative 
productiveness of the land. 

Land is worth no more to a tenant after a tax 
has been levied than before. If the landlord at- 
tempts to unload such a burden, he will find the 
tenant cannot afford to pay it because the returns 
to his expenditure of energy will be better re- 
munerated elsewhere. It may appear, sometimes, 
that the landlord shifts the tax in a higher rent 
charge. If, for some reason, the tenant has not 
been paying the full differential surplus, then it may 
be possible for the landlord to raise the rent and 
think he is shifting the tax. What he is doing, 
however, is to get more or all of the surplus which 
he should have been getting before because of the 
differential advantage of his land. The landlord 
must bear the burden because he cannot increase 
the rent, and in case of sale the land will have an 
annual value diminished by the amount of the tax. 

The tiller of the land has no more opportunity 
of creeping from under a tax burden. He cannot 
add a tax to the price of his products because they 
are no more desirable to consumers than before a 
tax was levied. The tax will cause no curtailment 
in production since, as noted above, a tax on land 
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values would not be levied upon that grade of land 
which just remunerated capital and labor. Pro- 
duction on this grade would continue as before, as 
it would also upon all better grades, and the tax 
would be responsible for no price changes through 
which an unloading of the burden would be 
possible. 


A tax upon land values, then, will not be unloaded 
upon a tenant by the landlord, nor upon the con- 
sumer of agricultural products in a higher price. 
The price of agricultural products may increase 
until the owner’s net return will be as great as 
before the levy of the tax, but had the tax not been 
levied his return would have been still greater by 
that amount. 


In the above reasoning the assumption has been 
made that individuals always know their best 
economic interests, and are free to act in accordance 
therewith. Both of these assumptions are to some 
extent contrary to fact. The farmer does not keep 
an accurate account of costs as compared to re- 
turns. His own labor is supplemented by that of 
his wife and children so that the return may be 
much less than a remuneration for energy expended, 
although he may not realize it. In the case he may 
realize it, his investment in the land is next to 
irrevocable, while his labor and capital are ex- 
tremely immobile. It is difficult, therefore, for him 
to turn his energies elsewhere. This, combined 
with a desire for independence and with a feeling of 
safety for an investment in land, has resulted in 
many individuals continuing to till the soil for a 
return much less than the energies expended would 
warrant. ’ 

To the extent that these conditions are present 
in other productive industries, the effects of a tax 
may be somewhat modified, or at least slowed up in 
their appearance. In most forms of industry, how- 
ever, accounts are more accurately kept, and labor 
and capital are more mobile than in agriculture. 


Who bears the burden of taxes? A categorical 
answer is less hastily given now than at the be- 
ginning. In the final analysis, taxes upon com- 
petitive industry are responsible for a higher price 
level, although the consumers pay no more for the 
goods than they would have been willing to pay 
had there been no taxes. A tax upon a monopoly 
may or may not have an influence on price, while 
a tax on land values places a burden upon the owner 
of the land, but in no degree affects the tenant or 
consumer of the products. 


NEW MEMBER ADDED TO BOARD 
OF TAX APPEALS 


Mr. Charles Roger Arundell, former assistant solicitor of 
internal revenue, has been appointed to fill the vacancy made 
by the resignation of Charles D. Hamel, ex-chairman of the 
Board of Tax Appeals. The term of the new incumbent 
expires June 1, 1926. 


Taxation of Inherited Property—Where property is left 
in trust for life, with vested remainder in fee, and the 
remainderman dies before the life tenant, the basic cost of 
the property in the hands of the remainderman’s devisee, 
under the Revenue Act of 1924, is the fair market value of 
the remainderman’s vested interest therein at the date of 
his death, before December 31, 1920. S.M. 3781: IV-33-2315. 



































































































































































































































































































































Treatment of Bank Discount for 


Income Tax Purposes 


By J. B. RYAN* 


handed down on January 31, 1925, on the 

appeal of the Chatham & Phenix National 
Bank of New York from proposed additional assess- 
ments of income and profits taxes for the years 1918 
and 1919 lays down principles which are of such 
importance to bankers generally that a brief review 
of the situation seems to be in order. 


A DECISION of the Board of Tax Appeals 


The controversy in this case involved a proposed 
deficiency assessment of about $367,000 which cen- 
tered about the method of reporting interest and 
discount on loans made by the bank. 


There are two methods of accounting which are 
recognized for income tax purposes. One is known 
as the “cash receipts and disbursements method,” 
by which earnings and expenses are taken into profit 
and loss as and when they are actually received and 
paid in cash no matter what period they cover. The 
other is known as the “accrual method,” in which 
accounts are set up to show earnings and expenses 
accrued during the fiscal year and credits and 
charges to profit and loss are made accordingly 
without reference to when the cash is actually 
received or paid. 


Customary Treatment of Bank Discount 


It is the usual practice of banks to collect discount 
or interest in advance on time loans and to accrue 
interest on demand loans and collect it quarterly or 
semi-annually. In this case the bank followed the 
general custom of keeping its books upon the cash 
receipts and disbursements basis. Prior to January 
1, 1918, it was its practice in common with other 
banks to credit discount on time loans directly to 
profit and loss at the time the paper was discounted 
and to rebate or refund unearned discount on loans 
paid off in advance of their maturity, charging the 
rebate to the profit and loss account. Of course 
interest collected in advance is actually fully earned 
only when the loan has matured and in case of pre- 
payment, a considerable amount might have to be 
refunded. This would not make any difference if 
the entire transactions were included within one 
calendar year, that is, the crediting of the prepaid 
interest to profit and loss and charging back of the 
rebate, for the result would be a net earning during 
the year. It can be readily seen, however, that if a 
loan extended over from one year into another and 
the discount had been collected in advance and cred- 
ited to profit and loss in the first year and then the 
loan was paid off before maturity and the rebate of 
interest charged to profit and loss in the succeeding 
year, there would result a fluctuation of income, 
which might seriously affect the tax payable unless 


* Of the Irving Bank-Columbia Trust Company, New York. 





the rate remained unchanged from year to year, 
This treatment of discount was not in accord with 
either the cash method or the accrual method of 
bookkeeping, but was a mixture of both. 

Beginning with the year 1918 at the request of 
the Comptroller of the Currency, the bank in com- 
mon with other national banks made a change in 
the method of reporting interest and discount on 
time loans so that thereafter discount was accrued 
and taken into income only as it was earned by the 
lapse of time. 

When the bank made out its income tax return 
for 1918, it did not include interest earned in that 
year on paper discounted in 1917 because this inter- 
est had already been reported as income in the 
year 1917 when the loans were made and the ad- 
vance interest collected. The tax rate for 1918 was 
considerably higher than that for 1917 and the effect 
of the change was therefore to take a certain por- 
tion of the bank’s 1918 earnings at a lower rate 
because they had been taken in as earnings in the 
preceding year. The Commissioner of Internal 
Revenue refused to allow the change of the account- 
ing method unless the bank would permit an adjust- 
ment of its returns for the years prior to 1918. The 
bank declined to do so and the Commissioner there- 
upon ruled that discount should be reported and 
taxed on the basis of cash receipts and disburse- 
ments for the years 1918 and 1919, which were 
under review. A large deficiency tax resulted 
because interest earned on paper discounted in 1917 
extending over into the year 1918, but which had 
been reported as iricome in 1917, amounted to over 
$308,000 and unearned discount at the end of 1918 
amounted to nearly $400,000. This latter had been 
collected and included in the earnings of 1919. The 
unearned discount on December 31, 1919, presum- 
ably to be reported and taxed in 1920, was $620,000. 
The Commissioner’s ruling threw these items back 
into the years when the discount was collected. 

The Board of Tax Appeals decided that the Com- 
missioner was justified in refusing to permit a 
change in the method of accounting without an 
adjustment of prior returns whenever the Statute 
of Limitations did not prevent such action, but that 
they could not in any event compel the bank to 
report as income amounts not properly taxable as 
income, as would be the result if discount actually 
earned in 1918 were required to be reported as 
income in 1917 when it was collected in advance. 
In this case the Statute of Limitations barred any 
adjustment in prior returns. 

The proper practice, now, accordingly, is to report 
and pay the income tax on discount and interest as 
earned on an accrual basis and not as collected: in 
advance on a cash basis. Discount should be cred- 
(Continued on page 339.) 
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The Economic Significance of the 


Inter-Ally Debts 


By Macnus W. ALEXANDER* 


political expediency have largely dominated 

in the discussion of the Inter-Ally debt prob- 
lem to this date. Yet they offer a dangerously un- 
stable and embarrassing guide to national policy 
unless, indeed, at bottom they accord with funda- 
mental economic considerations which silently but 
irresistibly are shaping the relations of nations. In 
the course of my address, I shall refer to certain 
statistical information which has recently become 
available and venture some interpretation of these 
figures and submit some inferences on them. The 
statistics here quoted are those which the National 
Industrial Conference Board, of which I have the 
privilege to be the president, has assembled in a 
recent study of the Inter-Ally debts, but the inter- 
pretations and the inferences are entirely my own. 
The Conference Board has not yet completed its 
study nor has as yet drawn any conclusions, and I 
have been so far unable to detect a definite consensus 
of opinion among the Board’s directorate of almost 


one hundred of the leaders in the industrial life of 
our nation. 


(C poitcal expediene of sentiment, justice and 


International friendship and co-operation rest 
fundamentally upon sound and balanced economic 
conditions and relationships within and among na- 
tions. Abnormal strain and pressure upon a people 
or a class, arising out of unbalanced or inequitable 
economic conditions, tend inevitably to produce 
those conscious or unconscious psychological atti- 
tudes which result in cumulative friction and ani- 
mosity and, ultimately, in outright conflict. This is 
a fundamental feature of national and international 
life which is becoming of greater significance as 
populations increase and as classes and nations be- 
come more and more dependent upon each other for 
the necessaries and the comforts of life. It is a 
condition which must be frankly and courageously 


faced by all those who have at heart the interest of 
social and international peace. 


Political forces and forces of class and national 
sentiment at bottom appear to be nothing else than 
reflections of differences in economic pressure. In 
order, therefore, that international good feeling be 
fostered, it is necessary to look, not so much to the 
superficial symptoms of political agitation or popu- 
lar sentiment, as to the basic conditions that underly 
these phenomena. This task is infinitely more dif- 
ficult, I admit, and requires infinitely more patience, 
understanding and intelligence than does the pro- 
jection of any new schemes for domestic or interna- 





* President, National Industrial Conference Board, New York City. 
Republished by permission from the Annals of the American Academy 
of Political and Social Science, issue of July, 1925, entitled ‘“‘American 
Policy and International Security,” Vol. CXX, No. 209 





tional political institutions or propaganda for the 
alteration of public sentiment. 


Problems Left by the War 


The Great War has left the peoples and statesmen 
of all countries a series of new and complex economic 
problems which will have a far reaching influence on 
international relations for many years to come. 
These problems are among the most difficult that 
have ever been put to the intelligence and good will 
of man. In many cases they are so wide, profund 
and complex that time, the great solvent, alone will 
be able to cope with them. Time, indeed, will prob- 
ably do more than human effort can for their solu- 
tion; but these problems have today so important 
and pressing a relation to international peace that 
they call for every aid that knowledge, good will 
and intelligence can bring to bear upon them. 


Among these problems, those of reparations and 
Inter-Ally indebtedness arising out of the war are 
of most far reaching importance. The two, as has 
been stated, are inseparably linked one with the 
other. As regards the reparations problem, through 
the admirable work of the Dawes Committee some 
progress has been made in approaching in a co- 
operative spirit as a problem of economics no less 
than a problem of politics, and with results that 
promise to assist the work of time, or at least not to 
hamper it. We now must apply the same careful 
thought, the same searching and broad intelligence 
to the colossal problem of the Inter-Ally indebted- 
ness. Like the reparations problem, that of the 
debts involves questions of politics and national 
sentiment which may long play the leading role in 
discussion, but which cannot be dealt with objec- 
tively or be relied upon for a wise solution of the 
problem. But the significance of the problem for 
the economic life of the United States and of Euro- 
pean nations is likely to be the main factor which 
will affect their relations in the future. It is to 
these that America must turn her attention if she 
is to play that moderating role in international peace 
that is rightfully expected of her. 


Conference Board’s Contribution 


For these reasons, the National Industrial Confer- 
ence Board, as an organization for the study of 
problems affecting the welfare of American eco- 
nomic life, has interested itself in the study of Inter- 
Ally debts. It has sought to study this problem in 


an objective, scientific way in order to ascertain the 
relation of these debts to the economic life of the 
United States and thereby to provide a basis upon 
which the American citizen, the business man, the 
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industrialist, may more intelligently discuss the 
adjustment of the debt problem. The tentative 
results of the study are just being assembled and 
will be submitted at the International Chamber of 
Commerce Conference in Brussels, Belgium, toward 
the end of June. Through the discussions that will 
arise there, the Conference Board will be aided in 
formulating its own findings, whether or not they 
may focus in definite conclusions. It must be 
emphasized again that the Conference Board has 
reached as yet no conclusions and that what I 
present today in my own behalf are observations 
and interpretations of economic facts rather than 
conclusions for the solution of this vast problem 
that seems to me to be beyond the intelligence of 
any single man. 


In our study we have first put aside as beyond our 
scope of authority the question of ethical and polit- 
ical theory involved in the debt problem. Nor have 
we attempted the tremendous, but perhaps very 
necessary, task of determining the potential capac- 
ity of the debtor nations to pay, a task far more 
formidable than that which faced the Dawes Com- 
mission in respect to reparations. We have con- 
fined ourselves as strictly as may be to the question 
of the effects of the payment, reduction or suspen- 
sion of these obligations upon both the United 
States and the debtor nations. It is these effects 
which more than anything else will work their in- 
fluence fpr good or ill upon international peace 
whether gr not the debts themselves are paid. From 
the point of view of these effects, a clear distinction 
must first be made between the problems involved 


in the legal payment of debts and those involved in 
the economic transfer which precedes and underlies 
the legal discharge of the obligations between the 


governments. From the legal or fiscal point of 
view, the payment or non-payment of debts involves 
certain effects upon the taxpayers of the debtor and 
of the creditor nations since, if the debts are paid, 
the means| of payment must be raised out of taxes 
or loans by the debtor governments and since, if 
the debts Are not paid, the American taxpayer will 
have to bear the burden of carrying and amortizing 
the obligations which our government incurred 
when it made these various loans to European gov- 
ernments.. This aspect of the problem raises ques- 
tions of domestic fiscal policy on the part of both 
the debtor and creditor governments and so opens 
the way to those national class conflicts which al- 
ways attend the distribution of fiscal burdens. 


Of far greater significance, however, for interna- 
tional peace, it seems to me, are the problems in- 
volved in the private economic transactions which 
must underlie the legal payment of the debts. In 
order that the debts be paid to us, it is not enough 
that the debtor government shall raise the neces- 
sary funds by taxation or loans; these values must 
be converted into dollars in order to be available 
to the United States Government to meet its obliga- 
tions to those who hold its securities. These dol- 
lars can be secured only through certain changes 
in private economic transactions, between the peo- 
ples of the debtor and creditor nations, and these 


September, 1925 


changes, or many of them, might perhaps not take 
place except for the necessity of the debt payment. 
Insofar as these changes may affect financial con- 
ditions, commerce and industry, they may produce 
those economic stresses and strains which engender 
international ill-feeling. 


What, then, are likely to be the effects of the sus- 
pension or of the payment of the debts from the 
point of view of fiscal burdens and of international 
relations? That is the main question. 


Counting the principal as about ten billions of 
dollars, and acerued unpaid interest to January 1, 
1925, as about two billions of dollars, the total for- 
eign governmental debts to the United States con- 
stitute 57 per cent of our gross Federal debt. The 
debts that are still unfunded amount, with accrued 
interest, to about 32 per cent of the gross Federal 
debt at the present time. The annual payments 
now being made and those to be made by foreign 
governments on their debts to the United States are 
equivalent to between 5 and 7 per cent of the total 
Federal taxes collected by our government during 
the year 1924. If all foreign governmental debts 
were funded on the same basis as that accorded to 
the British Government, and that is an assumption 
which I shall use throughout and which seems to be 
the only reasonable assumption to use, the receipts 
from this source would amount to an average of 
about $450,000,000 annually and would be equiv- 
alent to slightly over 13 per cent of our Federal 
tax bill. If this amount were to be applied solely 
in reduction of the Federal income tax which forms 
between a half and three-fifths of the Federal tax 
burden, it would permit a reduction of about 21 per 
cent in the income taxes levied. 


Reduction of Federal Taxes Problematic 


Not all of these possible payments, however, 
could go immediately to the reduction of our Fed- 
eral tax burden. Only the interest could be so 
applied, if it were not to be used to defray other 
expenditures. Furthermore, the repayments of 
principal, which for a long period would be relative- 
ly small annually, would afford comparatively little 
reduction in the total public debt, so that the abate- 
ment of burden to the taxpayer on this account 
would for many years be slight, if that part of our 
public debt were not retired more speedily than its 
repayment by foreign governments. Since the for- 
eign governments would probably not be paying 
more than 3 to 3% per cent, as provided for under 
the English settlement, on the total funded debts, 
while the United States is paying on an average of 
4.2 per cent interest on its outstanding obligations, 
the American taxpayer is not at present, and would 
not for some time be, wholly relieved of the debt 
burden even if the foreign governments would pay 
their debts. The excess burden depends largely 
upon the future course of interest rates and these 
cannot be prophesied. Moreover, the relief of the 
American taxpayer through debt payments depends 
upon the extent to which these payments are applied 
to the immediate reduction of the public debt and 
its carrying charges, or are used for new expendi- 
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tures; and the extent of the relief to present tax- 
payers is also dependent upon the rate at which the 
United States decides to retire its public debt as a 
whole, regardless of foreign debt payments. Thus, 
there are many fiscal problems involved in this 
whole question that must be fully understood and 
taken into account. If the effects of the debts upon 
American tax burdens are to be minimized, much 
depends upon the fiscal arrangements of our gov- 
ernment. Part of the disadvantage resulting from 
the non-payment of foreign debts is not chargeable 
to foreign governments but inevitably is our own 
concern, insofar as it might. be alleviated through 
sound fiscal policy and national economy. 


In view of all these circumstances and making 
such allowances as are plausible for future interest 
rates and for future changes in our fiscal policy, it 
hardly seems conceivable that the funding of all 
the debts on any likely terms would permit a reduc- 
tion in our Federal tax burden of more than 10 per 
cent in the near future. It must be remembered, 
however, that our Federal tax burden is now less 
than half of our whole tax burden, for only about 
40 per cent of the burden that we are carrying in 
taxation is due to the levy of the Federal Govern- 
ment and about 60 per cent is due to the levies from 
state and local governments. Whereas our Federal 
Government has exerted laudable effort since the 
termination of the war to reduce, and has reduced 
year by year, the Federal tax burden, the states and 
particularly the local governments have increased 
the tax burden at a rather rapid rate. Now, taking 
into account that the Federal tax burden, against 
which alone the payment of Inter-Ally debts can be 
allocated, constitutes less than half of our whole 
burden, it is doubtful whether the refunding of all 
the debts to the United States on any basis like 
that of the British debt, would reduce more than 
about 5 per cent at most the tax burden of American 
citizens as a whole. 

Let me put the situation in another way. If pay- 
ment of principal and interest of the debt from for- 
eign governments were suspended for a long period 
of time or indefinitely and no other factors taken 
into account that might influence the situation, it 
would mean that, until the corresponding part of 
our public debt were retired, the American tax bur- 
den would be about 5 per cent or $3.50 annually 
greater than would otherwise be the case. This 
per capita spread over the whole population is on 
the supposition that retirement of our public debt 
were to continue at the present rate and that our 
government did not refund its outstanding obliga- 


tions at a lower rate of interest than that which is 
now being paid. 


Since our present policy of debt retirement con- 
templates the amortization of the public debt at the 
rate of at least half a billion dollars a year, regard- 
less of foreign debt payments, and since it may be 
possible to refund at a lower rate of interest our 
Liberty Loan issues when they mature, it would 
not seem likely that the excess tax burden on 
account of the suspension of the payment of the 
foreign government debts to us would amount 
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eventually or for any long period even to the figure 
given, nor would the payment of the debt to us 
relieve us to any large extent of our own tax burden. 


Effect of Suspensions 


Another question is that of payment of only a 
part of the Inter-Ally indebtedness. It seems dif- 
ficult to discover any valid ground for distinction 
between the various classes into which loans may 
be divided in point of time and use, although it has 
often been suggested that if any debts should be 
suspended on ethical grounds, it should be those 
incurred during our active participation in the war 
and for purposes directly connected with the prose- 
cution of the war. That part of the total debt of 
now, in round figures, twelve billion dollars would 
apparently amount to not more than eight billion 
dollars. Thus, the cancellation of this part of the 
debt would leave the American taxpayer with an 
excess tax burden of perhaps 3 per cent, or $2.00 
per capita, per year, for a generation or less. 


The other side of the picture, the effect of the 
debt payment upon the taxpayers of the debtor 
countries, is a quite different story. A survey of 
the fiscal situation of France, Italy and Belgium, 
the principal debtor nations, and of Great Britain 
by comparison, indicates that these countries are 
far more heavily burdened by taxation than the 
United States. The percentage of the taxes in these 
countries to their annual income,—and that after 
all is the only sound relationship to be drawn—was 
in 1924, 20.9 per cent in the case of France, 19.1 per 
cent in the case of Italy, 17 per cent in the case 
of Belgium, and 23.2 per cent in the case of Great 
Britain, whereas the percentage of our tax burden 
to our national income in 1924 was only 11.5 per 
cent and that was an unusually large amount. In 
all these foreign countries, the burden of taxation 
as measured in its relation to national income was 
clearly higher than it was before the war. Calcula- 
tion indicates that if the debts of France, Italy and 
Belgium to the United States Government were re- 
funded on about the same terms as those accorded 
Great Britain, the annual payments in the earlier 
part of the period would involve an increase of at 
least 9 per cent in the present tax burden of these 
countries. It should be remembered, too, that the 
debtor countries are confronted with the necessity 
of even higher tax burdens than they bear at the 
present time because of the rapid growth of internal 
debts since the war and because of the inter-govern- 
mental obligations among the debtor countries them- 
selves. The extent to which the added burden of 
taxation in these countries on account of debt pay- 
ments to us would weigh on the masses of the popu- 
lation involves questions of internal fiscal policy, 
and in these questions lie even greater potentialities 
of class friction and conflict than are implied in 
respect to the United States. 


It must be noted also that increases of taxation 
for the purpose of making external debt payments 
involve economic and social effects quite different 
from increased taxation to meet internal obliga- 
tions. Taxes raised to carry and pay off national 
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obligations are returned to our citizens in one form 
or another. The process implies no proportionate 
sacrifice for us as a whole, but merely a redistribu- 
tion of that part of our national income. On the 
other hand, international payments of debts mean 
an absolute sacrifice of that part of the national 
income and savings, and such transactions affect the 
standard of living in the present and probably also 
in the future. It will thus be seen that the added 
burdens on the debtor countries from the fiscal point 
of view through debt payments would be about 
twice as great as the probable burden to us through 
non-payment of these debts. Likewise, other fea- 
tures of social and economic character will make the 
burden to the debtor countries much more signifi- 
cant than the burden would be to us. 


There is still another aspect of the fiscal problem 
which no economic consideration of the debt ques- 
tion can leave out of account. Suspension of debt 
payments, in whole or in part, would to that extent 
relieve the productive industries of Europe of a bur- 
den and greatly improve their competitive standing 
in world markets, while it would by the same token 
impose an added handicap upon our industries, and 
thus reduce our competitive strength in the world 
in comparison with the European countries. But 
the seriousness of this question cannot be measured 
in terms of tax burden alone. It depends rather on 
the comparative trade position of the United States 
in the world as a whole (and on that question a 
great deal of needed information is as yet missing), 
and this depends in turn upon the energy and the 
intelligence with which our American business men 
will meet these new international trade conditions. 
Indeed, the possible stimulus to European industrial 
competition through suspension of the debt pay- 
ments has appeared to many American industrialists 
as the lesser of the two possible dangers. 








Is U. S. Prosperity Contingent Upon 
European Debt Question? 


Now, we come to the question that is perhaps the 
most difficult of the whole problem, and that, in 
regard to reparations, finally led to the establish- 
ment of the Dawes Plan. I refer to the question 
of whether the effects of the economic transfer upon 
which the legal payments of the debts must rest 
may not so affect American industry and commerce 
as to more than offset the relief from payment. 
From the data so far gathered by the Conference 
Board in regard to such tendencies as are evident 
in recent years and at present, it does not appear 
conclusively whether the payment or non-payment 
of the debts would significantly affect the prosperity 
of the United States as a whole in the long run. 
Since the war there have been radical changes in 
the international economic position of this country 
which invite our serious consideration. These have 
been in part due to inter-governmental loans and 
partly to private American investments abroad. 
Inter-governmental loans have ceased in the last 
few years, but private loan arrangements have 
increased at a greater rate. They have led to a 
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marked change from a steadily increasing export of 
merchandise during several decades prior to the 
World War to a marked decrease in such exports 
since and an increasing volume of imports. Care- 
ful study and consideration of our changed position 
as an exporter and importer of raw materials and of 
manufactured goods, respectively, would show 
clearly the significance of this situation. 


In the midst of these changes the debt payments, 
even at their probable maximum of 450 million dol- 
lars a year, would not be likely to figure largely, at 
least for a generation, and by that time we may 
expect that adequate readjustment of American eco- 
nomic life to our new creditor position will have 
submerged largely the effect of the debt payments. 
Our population will have grown, our total volume 
of trade, we hope, will have enlarged and our con- 
suming power for certain foods and raw materials 
will have vastly increased; and there will likely 
come about a readjustment of our economic situa- 
tion not only within our borders, but in relation 
to the whole world. It may for a time affect cer- 
tain of our industries like certain branches of the 
chemical industry, the textile‘industry, and the ma- 
chine trades, as well as those in which we have 
sought to compete with Europe in quality and 
luxury products, and it may ultimately result in an 
international economic readjustment whereby cer- 
tain commodities that foreign countries can manu- 
facture cheaper and more advantageously than we, 
would come to us from Europe while we would 
supply Europe in exchange with other commodities 
which we could manufacture more cheaply and 
advantageously. There is no denying that this 
transition will create strains in our economic struc- 
ture and every precaution must, therefore, be taken 
to protect those productive services in which our 
fixed capital and skill have an important interest 
at stake. 


The transfer of about one-half billion dollars an- 
nually in debt payments, on the basis of the British 
scale applied to all debtor nations, particularly if 
tied up with the operation of the Dawes Plan, would 
inevitably lead to an increase in certain of our 
imports and a decrease in certain of our exports for 
a time, unless adequate revisions in our tariff policy 
were made. In due course it is probable, however, 
that natural developments and the effect of appro- 
priate tariff legislation will gradually shift the 
increase of imports into classes of commodities 
which our industries and population can effectively 
utilize and which other countries can effectively pro- 
duce. In most fields, however, because of our vast 
natural resources, our reserves of capital and our 
technological initiative, American industry will hold 
a competitive advantage in domestic and in world 
markets if it seriously applies itself to this task. 


The Bond of International Good Will 


The great danger in the debt payments, from the 
economic point of view, lies in the natural tendency 
to react to the changing world economic situation 
just referred to in a spirit of immediate self- 
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interest which engenders international friction and 
ill-will. We may witness in Europe today the ex- 
tent to which international economic rivalries have 
supplanted the patriotic and racial clashes incident 
to the war, and have placed Europe in a state of 
economic warfare with its resultant hardships and 
retardation of natural economic development. If a 
shortsighted attitude toward the debt problem on 
the part of the largest creditor nation should pre- 
cipitate us into a similar economic relationship to 
Europe, the injury to the permanent interest of the 
United States might far outweigh any advantage 
which the payments of the Inter-Ally debts might 
give to her taxpayers. 


The consequences of payment for the debtor 
countries from the fiscal point of view may deeply 
touch the masses of the peoples of Europe and pro- 
foundly affect those national sentiments and polit- 
ical attitudes which are so influential in world peace. 
Strong and independent as the United States is, the 
good will of Europe is no negligible asset to her. 
On the other hand, we must not forget the correla- 
tive fact that the good will of the United States is 
of even greater importance to Europe. Good will 
and confidence, between nations as between men, 
go hand in hand and they may be seriously shaken 
if in such an outstanding instance as the Inter-Ally 
debt question the validity of international obliga- 
tions were even indirectly questioned. The stability 
of international relationship demands in this case 
above all some token in recognition of the principle 
of international good faith. 


Looking once more at the question at issue from 
the American point of view and realizing the oppor- 
tunity of America in the premises, it seems to me 
of great importance to realize that, if the United 
States is to use effectively and wisely her vast 
prestige and power in the cause of international 
good will, confidence and co-operation, she cannot 
likely lay aside the potential influence in European 
affairs which her insistence upon the recognition 
of international obligations gives her. 


Thus, in closing, it may be said that an objective 
dispassionate point of view, with all the self-interest 
which one might rightfully summon in such a case, 
would suggest that the material advantages of debt 
payments to the United States, though they cannot 
be ignored, might not be of paramount importance 
in the final decision. Likewise, the economic dis- 
advantages, though for a period they may be heavily 
felt by certain groups, are not likely to be serious 
after a long period of time. The question of the 
proper attitude on the part of the United States 
toward Inter-Ally indebtedness to her must be 
approached, not from the standpoint of our im- 
mediate self-interest alone, but in the light of its 
bearing on future international relations which may 
strongly affect our interest no less than those of 
the world at large. 


The people of the United States loaned their 
Savings to protect the peace of the world. Their 
interest in it is as great today as it was then; and 
it is this interest which predominates over all others 
in the Inter-Ally debt problem. 
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Only 16.3 Per Cent of Persons Gainfully 
Employed in 1921 Made Tax Returns 


F the 40,819,000 persons who were gainfully 

employed in 1921, 34,157,000, or 83.7 per cent, 
made no income tax returns in that year, according 
to a report on “Income in the Various States—Its 
Sources and Distribution in 1919, 1920 and 1921” 
soon to be issued by the National Bureau of Eco- 
nomic Research. 


The figures showing the relation of the individuals 
filing income tax returns to those gainfully em- 
ployed, beginning with the year 1916, the first year 
of the income tax, are as follows: 


*Total Net 

*Number of Income + Total Gain- tTotal Cur- 

Returns Filed Rerorted fully Occupied rent Income 
Year (thousands) (millions) (thousands) (millions) 
1916 437 $6,298 38,101 $39,200 
1917 3,472 13,652 38,681 48,500 
1918 4,425 15,924 39,981 56,000 
1919 5,382 19,859 40,282 67,254 
1920 7,259 23,735 40,008 74,158 
1921 6,662 19,577 40,819 62,736 


* Treasury Report. ’ 
t National Bureau of Economic Research. 


This exhaustive study has been carried on by Dr. 
Wilford L. King and Maurice Leven, assisted by 
other experts, and was under the direction of Dr. 
Edwin F. Gay and Dr. Wesley C. Mitchell as co- 
directors of research of the National Bureau. 


According to a digest of the survey, released for 
publication, the total current income of the Ameri- 
can people rose from $67,254,000,000 in 1919 to $74,- 
158,000,000 in 1920, and declined to $62,736,000,000 
in 1921. 


1921 Transition Sharp 


The transition from the inflation period of 1920 
to the depression year of 1921 is marked by the 
sharp drop of $11,500,000,000 in the nominal total 
national income. This was one of the greatest 
fluctuations recorded in the Bureau’s income 
studies, and is shown in the following table of in- 
come from 1909 to 1921: 


Millions Millions 
Year of Dollars Year of Dollars 
Ne: 27,100 BIN x sis tances? auaceierareate 9,200 
CC rn 28,400 Oe ere 48,500 
(| ne ms: 29,000 | SERGE aeet”. 56,000 
AS, ape i |. ROP TneedremeaEet, 67,254 
OG MA sss sea wens 32,000 ES 74,158 
POD adic nis e's snes G00 31,600 | eae RRR A a 62,736 
TOT ilies ies 00's oor 32,700 


A statement by the Bureau supplementing the 
advance figures, says: 


The price changes during the more recent years of this 
period have been so violent that comparisons of money 
values for different years tell practically nothing about 
the variations that have occurred either in the physical 
volume of business or in the quality of goods that the 
income will buy. 


It has been necessary, therefore, to convert many items 
into figures representing values in money of constant 
purchasing power. For this purpose, prices of the year 
1913 have been commonly taken as standard. Five indices 
of prices were used by the bureau for this purpose. 
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The results indicate that while the income in current 
dollars fluctuated widely in 1919, 1920 and 1921, the actual 
purchasing power has varied but slightly and for the 
thirteen years under review, the real income of the people 
has shown a practically continuous upward trend. 


In order to measure the changes in the economic welfare 
of the people of the United States, insofar as income figures 
are an indication, the Bureau compared the variations of 
the national income from year to year, with the variations 
in the total number sharing this income indirectly and with 
the number of persons classed as “gainfully employed.” 


The results revealed that for the thirteen years under 
review, the hypothetical “average person” had more than 
doubled the number of dollars constituting his current 
income, and that even when this income was reduced to 
dollars of 1913 purchasing power, his economic position 
had been considerably improved, although in relatively much 
less degree. Measured in current dollars, per capita income 
rose from $299 in 1909 to a peak of $697 in 1920 and stood 
at $579 in 1921. 


The purchasing power of this per capita income, however, 
using 1913 as a basis, shows that the 1909 income of $299 
was worth $312 in 1913 dollars; that the per capita income 
of 1917, which was $470, was worth only $361 in 1913 dol- 
lars, and that the per capita income of 1921, which was 
$579, was only worth $334 in 1913 dollars. 


The average income of the person gainfully occupied, as 
shown in current dollars, and the improvement in his eco- 
nomic status as shown by purchasing power in terms of 
1913 dollars is given in the following table: 


Income per Person. Income per Person 
Gainfully Occupied Gainfully Occupied 
(Current Dollars) (1923 Dollars) 


Year 

SE acarw ice ving amauers AE ROA Pa errata cr 823 
Rone | eye err ree 823 
cin ctr acne ale aia TREE AIEEE ree Oe 821 
BEE eal a on 6 Wem es hata 5 /acte bee welenette 850 
| ere ME ier h waeldes oudieen 864 
BN a eb Che bcs Wrest bcc bee dudtiacwa 828 
Sere ee a adhoc ec binet or teas ate 843 
en rere ee 919 
ar a eh ais ans aid he aario’s 947 
ee eee Ee ee ees oe 879 
aaa IE ont eileiw gia ei ached 934 
RA emf Sem! Sipe ys) NS aS ia aisha tl god eacreein 907 
PIES ee OE ia oth ptaadeannd cama 887 


The average nominal incomes of the “gainfully occupied,” 
virtually doubled during the thirteen-year period, according 
to the above summary. Changes in the purchasing power 
of this income, however, were much smaller in extent, but 
nevertheless the average in recent years has been consider- 
ably higher than in the earlier ones, “indicating a persistent 
increase in the economic welfare of the nation’s money- 
makers.” 


Hi 


HH 
HT. 





MR. INVESTOR :—Have you a satisfactory record of 
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American Bar Association to Assist in 
‘Shaping New Revenue Legislation 


ROPOSALS for modification of the existing 

revenue laws are to have an important place in 
the discussions at the meeting of the American Bar 
Association at Detroit, September 2, 3 and 4. 


The report presented by the special committee 
on Federal Taxation discloses, among other ac- 
complishments, the success of the committee in 
securing the amendment to Section 281 (e) of the 
Revenue Act of 1924 to extend the time within 
which refund and credit claims might be filed by 
taxpayers who have waived their rights of the 
Statute of Limitations. In this regard the report 
says: 


With the co-operation of the officials of the Treasury 
Department, Chairman Green and Mr. John M. Garner of 
the Ways and Means Committee of the House of Rep- 
resentatives and Senators Smoot and Simmons of the 
Finance Committee of the Senate, your committee suc- 
cessfully urged and pursued through the Congress an 
amendment to Section 281 (e) of the 1924 Act which was 
approved on March 3, 1925. By this amendment it was 
provided that: 


“If the taxpayer has, on or before June 15, 1925, 
filed (such) a waiver in respect to the taxes due for 
the taxable year 1919, then such credit or refund re- 
lating to the taxes for the taxable year 1919, shall be 
allowed or made if claim therefor is filed either on or 
before April 1, 1926, or within four years from the 
time the tax was paid. If any such waiver so filed, 
has before the expiration of the period thereof, been 
extended either by the filing of a new waiver or by the 
extension of the original waiver, then such credit or 
refund relating to the taxes for the year in respect of 
which the waiver was filed shall be allowed or made 
if claim therefor is filed either (1) within four years 
from the time the tax was paid, or (2) on or before 
April 1, 1926, in the case of credits or refunds relating 
to the taxes for the taxable year 1917 and 1918, or on 
or before April 1, 1927, in the case of credits or re- 
funds relating to the taxes for the taxable year, 1919.” 


The foregoing amendment was accomplished by House 
Bill 12300 and is an enactment which should be of general 
benefit to all taxpayers in the country who have not been 
able to secure, within the time anticipated by the statute, 
a settlement of tax matters in dispute with the Commis- 
sioner of Internal Revenue. It may be of some interest 
to observe that this amendment is similar in general 
purport to the amendment accomplished by your commit- 
tee to the 1921 Revenue Act on March 4, 1923, and again 
on March 3, 1924. 
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Among the special proposals for consideration at 
the Detroit meeting are additional legislation by 
Congress to increase a taxpayer’s exemption in the 
computation of his income for earned income, as 
distinguished from unearned income, and extension 
of the jurisdiction of the Board of Tax Appeals so 
as to include power in that board to act upon refund 
claims, as well as upon deficiencies in tax proposed 
by the commissioner. 


The members of the tax committee are: Charles 
Henry Butler, chairman; George Maurice Morris, 
secretary; Murray M. Schoenmaker, F. S. Tyler, 
Parker H. Hoag, W. M. Crook and Louis A. Lecher. 


Former British Reparations Commissioner 
Says France Can Pay Debts 
FAIR settlement of the debts which France 
owes to Great Britain and the United States 
would be an abatement of at least 40 per cent by 
the creditor countries, in the opinion of Lord Brad- 
bury, formerly representative on the Reparations 
Commission, as expressed recently in the London 
Express. 
Such a refunding agreement would reduce the 
total sum to be paid to the United States from over 


four billion dollars to two and one-half billion dol- 
lars or less. 


Lord Bradbury thinks France would not suffer 
from adopting a policy of paying her debts, but he 
foresees the possibility of the franc, under pressure 
from abroad, running out like the mark. He predi- 
cates the ability of France to overcome present fiscal 
difficulties on her willingness to face taxation com- 
parable with that in Great Britain and on the exer- 
cise of prudence in the management of the national 
finances. 


France Can Pay Debts Says Former 
British Reparations Commissioner 
EGULATIONS applying to the excise tax on 
parts and accessories for motor vehicles have 
been changed by the Treasury Department so as to 
exempt from the tax such parts and accessories as 
are actually used for other purposes. 


Section 600 of the Revenue Act of 1924 leaves an 
excise tax of 2% per cent on tires, inner tubes, parts 
or accessories for automobiles, automobile trucks 
and motorcycles. This tax does not apply to chassis 
or bodies for motor vehicles. Regulations hereto- 
fore have interpreted the statute to apply to parts 
or accessories primarily adapted for use on or in 
connection with motor cars or motorcycles. 

The change in the Department’s ruling is effected 
by substituting as the last paragraph of Article 16, 
Regulations 67, the following paragraph: 

Parts or accessories for automobie chassis, automobile 
bodies and motorcycles primarily adapted for use on or 
in connection therewith when sold by the manufacturer 
thereof and used for any other purpose are not taxable 
provided the purchaser files with his order a statement 
that such parts or accessories are to be used on or in 
connection with another article of commerce _ not 


enumerated in Subdivision (1), (2), or (3) of Section 600 
and further provided that the parts or accessories are used 
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according to the certificate. For example, a self-starter 
primarily adapted for use on an automobile if sold to a manu- 
facturer of motor boats, such manufacturer stating in his 
order that it is to be used in the manufacture of a motor 
boat and not upon an automobile, is not taxable provided 
it be used in accordance with the certificate. 


Farm Tax Relief Method Suggested By 
Department of Agriculture 
AINTENANCE by farm communities of en- 
terprises that are of more than local benefit 
is cited by the United States Department of Agri- 
culture as one of the chief causes of the unfair tax 
burden on the farmer. This is true of the school 
taxes, according to the report. ‘Education is neces- 
sary to the proper development of society as a 
whole, and many states lay down requirements 
fixing minimum school terms and minimum salaries 
of teachers. Courses of study and training stan- 
dards are prescribed, yet the cost of maintaining 
these state-made standards is left mainly to local 
school districts. In a similar manner taxes are 
raised locally for roads used perhaps more for gen- 
eral traffic than for local traffic.” Continuing, the 
Department says: 


Tax studies just completed by the Department show 
that in many states a heavy burden of taxation on farmers 
has been added by what amounts to local taxation for state 
purposes. Theoretically, the area taxed for any particu- 
lar purpose should be the same as the area benefited by 
the public expenditure for which the tax is raised. In 
practice the line between local and general benefits can 
hardly ever be drawn with precision. When the divi- 
sion is much out of line the burden of taxes for general 
or state purposes is unfairly distributed. 

Numerous violations of the principle that state-wide func- 
tions should be supported by state-wide taxes are pointed 
out. Trouble arises from the fact that when a tax for a 
state-wide purpose is levied in different districts at differ- 
ent rates, the tax may be fair enough within each district, 
but distinctly unfair as between districts. Thus, in the 
case of school taxes, the cost of education per pupil is 
much greater in rural than in urban communities, while 
the wealth and income per capita are less. 

Another aspect of the question as it affects school taxes 
is perhaps of more importance than the financial one. 
Rural school facilities, although they cost more for each 
pupil, are seldom as good as urban school facilities. Some- 
times the same standards are prescribed for rural schools 
as for city schools. But rural communities are almost 
never able to realize these standards. This is not only 
because the unit cost is necessarily higher for providing 
education for a few pupils than for providing it for a large 
number, but because the taxable resources of the country 
are less than those of the city. 

Similar conditions exist in taxation for road building 
and maintenance. Of all tax revenues for highways in 
1920 in Indiana, 92 per cent was raised by counties or 
lesser taxing units. In Nebraska in 1921, 80.4 per cent 
of the taxes on rural real estate for roads was levied by 
counties or lesser taxing districts. Local taxation, says 
the Department, is properly relied on for local community 
roads. Much of the mileage provided by counties and 
townships, however, is for general rather than for local 
use. While some mileage maintained out of state taxes is 
chiefly of local value, there is maintained out of local 
taxes a far greater mileage for state-wide purposes. 

A large part of local farm taxes should be supplanted 
by state taxes, with the revenues distributed in such a 
way as to benefit entire states, says the Department. Local 
taxation for the support of both roads and schools is 
faulty because it rests on a division of states into more 
or less arbitrary districts which are unfitted for purposes 
of finance. In many sections the separate taxing units 
are not separate districts at all. They are merely parts 
of larger communities scattered around towns and cities. 
Logical separation is possible only in minor matters. In 
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economic and social problems, responsibilities are inter- 
dependent. Attempts to maintain separate financial rela- 
tionships in such circumstances, says the Department, fly 
in the face of the natural organization of society. 

One disadvantage of basing taxation for general objects 
on local districts is that this method permits much tax- 
able wealth to escape taxation. Local taxing units acting 
separately are not as well able as the state to reach tax- 
able wealth or to maintain a fair system of taxation. 


| WASHINGTON TAX TALK 


Following the publication of an editorial advocating a 
special session of Congress to be called not later than Oc- 
tober 1, to deal with tax reduction, the New York Evening 
Post sent out a questionnaire to prominent business men in 
various parts of the country which propounded four ques- 
tions as follows: 

1. In view of the general demand throughout the 
country for reduction of the present excessive tax rates, 
do you believe that Congress should grant it as speedily 
as possible? 

2. In as much as the next regular session of Con- 
gress will be of uncertain duration, do you believe that 
President Coolidge should convene a special session be- 
ginning around October 1, to provide the proper legis- 
lation necessary to reduce taxes? 

3. Do you believe that the question of taxation 
should be treated by Congress in the most direct and 
speediest manner, entirely free from political disputes? 

4. Do you agree with the suggestion made in the 
enclosed editoriat from the New York Evening Post 
that the most effective way of complying with the 
popular demand for tax reduction would be to have 
it considered in advance of the regular session? 


A summary of the replies, made by Louis Leibold, 
resulted in the finding that representatives of business inter- 
ests in the East and most important industrial centers are 
not in favor of a special session-of Congress. The contrary 
position dominated in the replies from the South and West. 


Opposition to calling a special session of Congress was 
generally based upon the observation that a session of 
Congress for one purpose cannot bé limited to that purpose 
and that therefore a special session of Congress might be 
disturbing to the general business situation rather than 
beneficial, despite the present prospect of substantial tax 
reduction. 

Among the various flies in the tax reduction ointment 
is the possibility that there will be resistance to the restric- 
tions in appropriations for the army and navy set by the 
administration budget for the next fiscal year. While no 
one takes issue with the policy that this nation should have 
an adequate army and navy, there is a wide difference of 
opinion as to the meaning of “adequate.” A drive will be 
made to secure increased appropriations for enlargement of 
the air service. In view of recent controversy between 
the different branches of arms, it is dead certain that 
neither the army nor the navy will voluntarily make any 
sacrifices to augment the air service. 


The Ways and Means Committee will meet on October 
19 for hearings that, according to the present schedule, will 
continue for ten days, after which the committee will pre- 
pare the bill and have it in readiness for consideration by 
the House when Congress meets in December. Under this 
plan the tax bill as formulated by the House is expected to 
reach the Senate Finance Committee before Christmas, and 
the Senate Committee is expected to conclude hearings in 
time for presentation of the bill to the Senate in January. 
The Administration does not consider it necessary to call 
a special session of Congress, since it is felt that Congress 
can in time provided by the regular session complete the 
revenue legislation before March 15, 1926. 


Organized pressure will be brought to bear on Congress 
to abolish the “nuisance taxes.” Entire elimination of the 
excise taxes will mean a correspondingly more moderate 
reduction of income taxes. A ‘battle of wits between the 
opposing forces is in prospect. 
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It is not expected that the Treasury recommendations for 
tax revision will be officially announced until the Ways and 
Means Committee gathers in formal session in October. In- 
formation current in Washington is that the plan worked out 
by Treasury experts provides for a maximum normal rate of 
5 per cent, maintenance of the present limitations governing 
tax exemption, reduction of the surtax rates by approximately 
50 per cent and elimination of all the automobile excise taxes. 


As a result of the reorganization of the Income Tax Unit 
to carry out the decentralization plan for audit of tax 
returns, Section C of the Consolidated Returns Audit Divi- 
sion and Personal Audit Section No. 5 have been abolished. 
There has also been a rearrangement of the Corporation 
Audit Section. 


Radical shifts of personnel have recently been made in the 
office of the Solicitor of Internal Revenue. In part the 
changes have been effected to broaden the experience of the 
Treasury Department’s legal repfesentatives. 


Remedial Tax Legislation to Be Considered 
at Convention of Accountants 


URRENT tax problems constitute the principal 
topics scheduled for discussion at the annual 
meeting of the American Institute of Accountants 
to be held at Washington, D. C., September 15 

) and 16. 

Invitations have been extended to Government 
officials and other authorities on taxation to take 
part in the discussions. The principal speakers will 
be George O. May, of New York, and J. Harry 
Covington, of Washington, former chief justice of 
the Supreme Court of the District of Columbia. 
The subject of Mr. May’s address, to be delivered at 
the first afternoon session, is “Taxable Income and 
Accounting Bases for Determining It.” On the fol- 

lowing afternoon Mr. Covington will deliver an 

i address on “The Law of Evidence.” 

The Special Committee on Taxation, of which 
Edward E. Gore of Chicago is chairman, will sub- 
mit a report for approval at the meeting outlining 
the changes which it considers desirable for proper 
administration of the Federal income tax. The re- 
port will also include recommendations toward the 
formulation of uniform state inheritance tax legis- 
lation and uniform legislation by the states with 
, respect to foreign corporations. 
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| Treatment of Bank Discount for Income 
Tax Purposes 
(Continued from page 330.) 
ited directly to an “unearned discount” account and 
later as it becomes earned, it should be debited to 
d “unearned discount” and credited to an “earned dis- 
count” account, from which it is carried into profit 
and loss. This adjustment would conveniently be 
made quarterly and upon the dates for calls for bank 
statements and should always be made as of the 
close of the calendar year December 31st. 

If the Statute of Limitations has not barred ad- 
justments, it would be to the advantage of a bank 
which has not so reported discount to file claims 
Y for a refund. in cases where taxes have been paid at 
a high rate on discount collected in advance and not 
actually earned until the maturity or payment of 
the loan in a succeeding year. 
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Editorial Review 


Taxation of Capital Gains 


Among the changes which have been proposed 
to “reform” the revenue laws is the elimination of 
the application of the income tax to capital gains. 

The preferential treatment which has thus far 
been given to the taxation of capital gains has arisen 
more from practical considerations than from any 
inherent quality in such gains justifying a rate lower 
than that levied on ordinary income. 

Under the revenue laws prior -to the Act of 1921, 
capital gains as now distinguished by the statute 
were taxed on the same basis as other income. It 
was evident after a few years that the application of 
the high surtaxes was having a repressive effect on 
such transactions, and it seemed probable that more 
revenue would be derived from that source by a 
reduced scale of rates. By the Act of 1921 the tax 
rate on gains from the disposition of certain assets 
defined as capital assets could at the option of the 
taxpayer be limited to a flat rate of 12% per cent. 
The increase in the number of taxpayers in the 
higher surtax brackets in 1922, as compared with 
1921, is attributed by the Treasury Department in 
part to the enactment of the capital gain section. 
Much of the difference was due to the fact that the 
year 1921 was one of acute business depression. 

Under the 1921 Act there was no limit on the 
deductions for capital losses so that the operation 
of the capital gain section of the law worked out 
inequitably to the Government. This situation was 
changed by a provision in the Act of 1924 whereby 
the deduction for a capital loss is limited to 12% 
per cent of the loss. 

Under the law now in effect the maximum tax on 
capital gains is sufficiently moderate not to interfere 
materially with capital transactions and yet does 
not operate to discriminate unfairly against taxable 
income from other sources. 

There are many, however, who feel that the in- 
come tax should be limited to annual income and 
that therefore the tax rate for a given year should 
be applicable only to such part of the gain on a 
capital transaction as results after dividing the total 
increment by the number of years the property has 
been held. Such a method would introduce endless 
complexities, as each year that capital gains or losses 
were involved it might necessitate the filing of 
amended returns for all previous years. The result 
would be that the Bureau of Internal Revenue 
would be swamped with additional refunds claims 
and bases for deficiency assessments. It is quite 
probable that taxpayers would find the present prac- 
tice of taxing capital gains in a lump sum when 
realized more satisfactory, 

Entire abolishment of the tax on capital gains 
has been urged in the interest of simplification of 
the tax system. Increased complexity instead of 
simplicity would probably be the consequence. Dr. 
T. S. Adams’ has stated the reasons for such a 
prospect as follows: 


“First of all, this change would indefinitely ex- 
pand the number and importance of the highly dif- 
ficult cases in which it is necessary to decide wheth- 
er property is held primarily for sale in the course 
of the taxpayer’s trade or business. If the property 
were not held primarily for sale, no gain or loss 
would result from its sale. Next we should have 
trouble with taxes, cost of superintendence, and 
other expenses connected with capital assets. If 
capital gains are not taxed, should we allow as 
deductions the expenses incurred in connection with 
capital assets? Next, the line between capital assets 
and stock-in-trade is so narrow that the taxpayer 
would find it easy in scores of cases to work capital 
losses in as ordinary or business losses, whereas 
doubtful gains would be excluded as capital gains. 
Finally, we should have grave trouble with stock 
dividends. A corporation could amass a large sur- 
plus, capitalize it in a stock dividend, and the stock- 
holder could sell the stock received as a dividend 
without tax on the gain. Special and probably cum- 
bersome rules would be required to block this ave- 
nue of avoidance or evasion.” 

There is really no valid reason why capital gains 
should escape taxation. There is more to be said 
in principle in favor of taxing some capital gains at 
higher rates than ordinary income, though such a 
course is impractical. Capital gains are frequently 
in the nature of windfalls, resulting from no effort 
on the part of the holder. Especially is this true 
of increment in the value of urban property, which 
some economists have regarded as properly subject 


to entire appropriation by the community through 
taxation. 


_1*The Economic and Social Basis of Tax Reduction’’—Proceedingt 
of the Academy of Political Science—Vol. XI, No. 1, p. 31. 


Taxable Incomes 


A study of the income of the American people 
and its distribution by the National Bureau of Eco- 
nomic Research, Inc., discloses that in 1921 there 
were 34 million persons gainfully employed who did 
not report taxable income and who paid no income 
tax. 


Comment on this disclosure has tended to be 
based on the assumption that a large percentage 
of people are entirely evading the income tax. Un- 
doubtedly, despite the activities of the collectors’ 
offices throughout the country in ferreting out de- 
linquents, there are many who by design or ignor- 
ance escape. On the other hand, the earning capac- 
ity of American workers is by many of those who 
are not dependent for sustenance on manual labor 
greatly over-estimated. 


Data on wages in American manufacturing in- 
dustries as published in Research Report No. 59 by 
the National Industrial Conference Board is of inter- 
est in this connection. The report shows that in 
1921, the same year for which the National Bureau 
of Economic Research made its report, the average 
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weekly earnings of male skilled workers in 23 indus- 
tries during that year was but $26.55, when they 
were actually employed, so that even if it assumed 
that all of those gainfully employed are skilled 
workers, there must be only a very small percentage 
of factory workers with incomes sufficient to be 
liable to the income tax and those exceptional cases 
must be largely single individuals. 

In the building trades, there are many who 
receive, as compared with factory workers, a high 
per diem scale, but in some of the trades this high 
income is more apparent than real due to seasonal 
influences, time lost on account of weather condi- 
tions and other factors causing unsteady employ- 
ment. 

The loss to the Government from income tax 
delinquencies among manual workers is very prob- 
ably negligible. 





Appeals in Refund Cases 


There is much current discussion regarding the 
advisability of giving the Board of Tax Appeals 
jurisdiction in the determination of refunds as well 
as where tax deficiencies are involved. We would 
be glad to have expressions of opinion on this issue, 
which will be up for consideration at the next ses- 
sion of Congress. 







RECENT COURT DECISIONS 


Transfers in Contemplation of Death 


Property valued in excess of Ten Million Dollars, which 
had been transferred by the decedent to her daughter, Mrs. 
Edith Oliver Rea, about six months prior to her death was 
held not subject to Federal estate tax by the District Court, 
W. D., Pennsylvania, in Edith Oliver Rea, Executrix of Estate 
of Edith Anne Oliver, v. D. E. Heiner, Collector. At the time 
the gifts to her daughter were made, Mrs. Oliver was 76 years 
of age, but according to evidence presented was in good health. 
The Court held that the gifts were not made in contemplation 
of death and that the plaintiff is entitled to recover taxes paid 
in the amount of $2,849,858.79, with interest thereon from the 
dates when the respective payments thereof were made. The 
Government is expected to make an appeal from this 
decision. 


Criteria of a Personal Service Corporation 


A “lease” of a building for a term of years is capital as 
contemplated by the statute in the determination of the status 
of a corporation the District Court, W. D., Texas, held in 
Cotton Hotel Company v. James W. Bass, Collector, and 
accordingly decreed that the plaintiff, which had capital 
invested in hotel equipment in the amount of about $33,000, 


was not a personal service corporation under the 1918 and 
1921 Acts. 


Application of Net Losses to Subsequent Years 


The decision of the Board of Tax Appeals in the case of 
the Carroll Chain Company was upheld by the District Court, 
S. D., Ohio, in The United States of America v. The Carroll 
Chain Company. 

The defendant company was organized in the summer of 
1921 and adopted the period from July 1 to June 30, inclusive, 
as its fiscal year for income tax purposes. Operations com- 
menced about November 1, 1921, and during the period be- 
tween that date and June 30, 1922, the company lost about 
$8,000. During the next fiscal year, the company earned 
approximately $5,000. The question at issue was whether 
under Section 204 (b) of the Revenue Act of 1921 the loss 
suffered during the first eight months of the company’s exist- 
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Examinations 
— 





A special class is being formed for 
students who desire coaching by corres- 
pondence for the May, 1926, C. P. A. State 
and Institute examinations. Students must 
enroll on or before December 15, 1925; 
study commences January 15, 1926, and 
continues for a period of sixteen weeks. 
The class will be limited to students who 
enroll before 


DECEMBER 15, 1925 
_The resident class in preparation for the New 
York State, January, 1926, examinations will begin on 
TUESDAY, DECEMBER 1, 1925 


at the Engineering Building, 25 West 39th Street, 
Mm. YG. 
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ence could be deducted from the earnings during the following 
fiscal year so as to establish absence of liability for tax under 
the Act of 1921. 


The Government contended that Section 200 of the 1921 Act 
defines the term “taxable year” as meaning a fiscal or calendar 
year of twelve months, and that therefore a net loss sustained 
for a shorter period may not be deducted against a subsequent 
accounting period. The Court in adjudicating in favor of the 
defendant, stated: “Section 200 provides that the tax year 
shall be the calendar year, if no fiscal year be established, but 
(if) a corporation be in existence only nine months of the 
calendar year, certainly nine months is the first taxable year of 
the corporation’s existence. The fiscal year is simply the sub- 
stitution of the word ‘fiscal’ for ‘calendar,’ the adoption of 
@ period of accounting, and both the calendar year and the 
fiscal. year constitute twelve months periods. To say that the 
taxable year shall be such part of the calendar year as the 
corporation has been in operation but cannot be such part of 
the fiscal as the corporation has been in operation is to show a 
clear and distinct inconsistency.” It was suggested by counsel 
for the government that by juggling and annual change in the 
fiscal year it would be possible for a corporation to avoid the 
payment of taxes rightly due. In this case, however, no such 
situation existed. 


Estate Tax on Property in Trust 


In the case of the Fidelity & Columbia Trust Company, 
Executors, v. Lucas, Collector, involving the application of the 
Federal estate tax to the estate of Milton H. Smith, former 
president of the Louisville and Nashville Railroad Company, 
the following judgments were made by the United States 
District Court, W. D., Kentucky: 

(1) Where suits are brought for the recovery of 
estate taxes paid, the district court has jurisdiction to 
try the question of tax liability de novo without being 
limited to the evidence heard by the Commissioner and 
unprejudiced by his action. 

(2) Insurance policies of a decedent which have 
been assigned by him prior to the 1918 Act should not 
be included in the gross estate subject to the estate tax. 
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(3) Where a trustee for others transfers the trust 
fund to another trustee as authorized, the property 
should not be included in the gross estate of the former 
trustee, subject to the estate tax. 

(4) Property transferred to a trustee over ten years 
before the grantor’s death, the principal to be paid to the 
beneficiaries at a specified date, the income in the mean- 
time to be paid to the grantor for distribution among 
the beneficiaries, should not be included in the gross 
estate for estate tax purposes, especially where over five 
years prior to his death he divested himself of such right 
of distribution. 

(5) Property transferred in trust over five years 
prior to grantor’s death, in accordance with a long 
existing plan, should not be included in the gross 
estate subject to the estate tax, especially where the 
transfer was made before there was any such tax. 


Status of Tax Claim Against a Bankrupt 


Reversing the order of the Superior Court of the State of 
Illinois, the Appellate Court of Illinois, First District, held in 
Reinecke, Collector, v. General Combustion Company that 
claims for United States income taxes against a corporation 
may be presented at any time during the pendency of state 
receivership proceedings and before the assets are distributed, 
although the state court has limited the time within which 
claims may be filed, and the Court may not require the 
Government to compromise. 


Taxation of Insurance Companies 


In a cause before the United States Court of Apepals on 
a writ of error to the United States District Court for the 
Southern District of New York brought by both the New 
York Life Insurance Company and William H. Edwards, Col- 
lector, who were plaintiff and defendant, respectively, in the 
lower court, the judgment of the District Court in favor of 
the insurance company was reversed. Two of the proposi- 
tions established by the decision of the Court of Appeals 
were: 

(1) Section 2, G (a) and (b) of the 1913 Act for 
the non-inclusion in gross income of the portion of 
premiums received by life insurance companies which 
are paid back or credited to individual policy holders 
does not authorize the exclusion of dividends or 
credits to a class, payment to be made to only to 
the survivors of the class whose policies are*in force 
at the end of their policy periods. 

(2) Deductions from income may not be allowed 
under the 1913 Act for the decrease in value of invest- 
ments which had not been sold. 


Taxability of Dividends 


A distribution by a corporation to the shareholders takes 
place when the declaration of the dividend is made and not 
when the dividend is paid. Dividends declared January 24, 
1917, and prior thereto, although received by the stockholders 
as late as July 2, 1917, were held not to have been paid out of 
accumulated undivided profits or surplus of the year 1917, and 
were therefore to be taxed to the stockholders at the 1916 
rates under Section 31 of the Act of 1916 (added by the Act 
of 1917). Decision of the District Court, Ohio, N. D., E. D., 
in F. H. Mason v. C. F. Routzahn. 


SIGNIFICANT DECISIONS OF THE 


BOARD OF TAX APPEALS 





Affiliation—A mere agreement by the sole minority 
stockholder owning 35 per cent of the stock in a corpora- 
tion to sell on request his interest to the majority stock- 
holder, owning 65 per cent of the stock, was held sufficient 
proof of affiliation within the meaning of the Revenue Act 
of 1918.—Appeal of Madera Yosemite Big Tree Auto Co. 

Two oil companies were organized in 1915, one as a 
Producing company and the other as a marketing and 
selling company. Three individuals were primarily re- 
sponsible for the original plan, organization, and develop- 
ment of the two companies. A part of the stock was 
sold to employees of the company, all of whom were 
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employees of the company, relatives, friends, or business 
associates of the original holders of the stock. The three 
organizers owned 62.71 per cent of one company and 
51.07 per cent of the other, and were the only stock- 
holders who ever attended meetings. At meetings they 
voted by proxy all stock not standing in their own names. 
Approximately 80 per cent of the stock of each company 
was held by persons owning stock in both corporations. 
The Board held that the two corporations were affiliated 
under Section 240 of the 1918 Act—Appeal of Midland 
Refining Company. 

Bad Debts.—A current merchandise account is not 
worthless merely because a slowing down of business in 
a particular line makes collections slow or temporarily 
uncertain, the Board held in the Appeals of T. J. Donahoe 
and R. F. Geinzer. 

Contingent Liabilities—The estimated amount of a con- 
tingent liability is not an allowable deduction from tax- 
payer’s gross income for the year in which it was occured. 
—Appeal of John A. Cavanagh. 

Depreciation— The Board held in the appeal of Esther 
Firestone that in arriving at the amount of gain derived 
from the sale of property, including buildings, in 1920, 
consideration must be given to the reasonable deprecia- 
tion sustained by such buildings from March 1, 1913, 
whether claimed as a deduction in prior tax returns or not. 

Where the lessee and the lessor, during the term of a 
lease, agree cn the extension of the lease upon the con- 
dition or agreement that the lessee incur the expense of 
all necessary improvements, the cost to the lessee of such 
improvements thereafter made, should be depreciated or 
amortized over the period of the lease as extended and 
not over the term of the original lease—Appeal of Glad- 
ding Dry Goods Co. 

Evidence, Presentation of.—The Board has no records 
of the Bureau of Internal Revenue before it and a failure 
to produce sufficient evidence to establish error on the 
part of the Commissioner must result in an approval of 
the latter’s determination.—Appeal of Pleasant Valley 
Ranch Co. 
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Expenses Deductible.—Expenses imcurred by members 
of a law partnership in defending themselves against 
criminal charges were held to be personal expenses of the 


individuals and not deductible business expenses.—Appeal ENGINEERING APPRAISAL 


of N. R. Lindheim. 


[ VALUATIONS 
Inventories.—The Appeal of the Buss Company of Hud- 


son, Ohio, was made as a result of the refusal of the (a) Retrospective appraisals cover- 
Commissioner to accept the method of taking inventories 


used by the taxpayer, which were as follows: ing past costs for invested capital 
It first ascertained its quantities of merchandise on and depreciation purposes. 


hand and priced them at replacement cost, i. e., market urr val i 
value, and having determined the total market value of (b) Cc ent uation reports for 


such merchandise it would make an estimate of the amount insurance, 


it deemed necessary to bring the total inventory down to par ; 
a:cost basis, and then deduct the last amount from its (c) De tmental appraisals for cost 


total inventory at market value. The balance thus ob- systems. 


tained represented its best judgment of cost of mer- (d) Past costs appraisals for account- 
chandise which appeared on its books and its tax returns 


as inventories. This method had been followed for twelve ancy p 


years. Though the Board found the method faulty, it (e) Appraisals for bond issues, cred- 
held that greater weight should be given to consistency 


than to any particular method so long as the method or its, financial, liquidations and 
basis used substantially reflects the income. 


ae 5 . mergers. 

In the appeal of Kleeman Dry Goods Company error . di 
was alleged on the part of the Commissioner in refusing (f) We do no accounting or audit- 
to accept the taxpayer's gene method. The tax- ing work. 
payer’s store contained over forty departments. In taking : : 
its yearly inventory the clerks, storekeepers and depart- Executive Offices: 
ment heads would list each item at cost. Subsequently Chicago-New York 
the president and secretary of the company, men with Branch Offices in 16 Principal Cities 
long experience in the trade, would take the sheets of 
each department and personally examine the goods listed 


thereon. The object of their examination was to deter- | d h 
mine the extent of deterioration through handling of the e Oy omas Oo. 
goods by clerks and customers, the depreciation through 


changes in style, etc. A general percentage of deteriora- 
tion for each department was then estimated by these two 


men and the inventory of that department marked down APPRAISAL RF. ENGINEERS 


accordingly. The deteriorated goods were not separated 
from the general stock, but the clerks were instructed to 
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push them and a special effort was made to dispose of 
them at a sale conducted shortly after the inventory. The 
Board of Tax Appeals found the method unacceptable, 
holding that the taxpayer’s inventory method produces a 
result which is neither cost nor cost or market, which- 
ever is lower, but simply an estimate of the sale value of 
the entire stock of merchandise on hand. 


Invested Capital, Determination of—A corporation may 
not include in invested capital its own stock acquired by 
a foreclosure against a debtor—Appeal of J. L. Owens 
Company. 

A contract given a corporation for its stock has no value 
as invested capital, when the plant and equipment con- 
structed thereunder remain the property of the other 
party, and all profits may be attributed to the efforts of 
two stockholders.—Buffalo Slag Company. 


Balances to the credit of stockholders in the accounts 
of a corporation which remain in the business, evidenced 
by notes, bearing interest, and available for use by stock- 
holders at all times, cannot be included as a part of sur- 
plus for the purpose of computing invested capital—Ap- 
peal of Roshek Brothers Company. 

In the Appeal of KF E. Atkinson and Company, the 
appellant corporation was formed by another corpora- 
tion to take over the operation of a store. The latter 
corporation owned more than 50 per cent of the stock of 
the appellant corporation. The taxpayer based its appeal 
on the refusal of the Commissioner to allow in invested 
capital the amount of $60,000, goodwill and going con- 
cern value of the predecessor corporation alleged to have 
been paid in for capital stock. The Board upheld the 
Commissioner under authority of Section 331 of the 1918 
Act, which provides that in cases where a reorganization 
takes place and the same interests own more than 50 
per cent of the reorganized stock, no assets received from 
the predecessor shall be allowed a greater value than 
would have been allowed in computing the invested capital 
of the predecessor if the asset had not been transferred. 


(Continued on page 348.) 
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New Attack Made on New York 
Moneyed Capital Tax 


UITS to test the constitutionality 
of the moneyed capital tax levied 
by the State of New York on the shares 
of state and national banks are ex- 


pected to be filed soon in the New 
York Supreme Court as a result of the 
ruling of the New York City Tax 
Commissioners upholding the assess- 
ment made on a group of New York 
Citv Banks. 


The moneyed capital tax is an ad va- 
lorem levy of one per cent on the 
stockholder based on the value of his 
shares. The tax so derived goes into 
the tax funds of the community where 
the bank is located. By payment of 
this tax the stockholder is relieved 
from payment of state income tax on 
dividends derived from such moneyed 
capital. 

The banks, according to a statement 
by Martin Saxe, of counsel to the 
national banks, will contend the tax 
is in violation of the Federal constitu- 
tion in two particulars: First, because 
banking capital has in effect been 
placed in a class for special taxation; 
and, second, in that the moneyed capital 
tax law does not provide for the double 
taxation of real estate constituting a 
part of the moneyed capital competing 
with national banks. The banks own- 
ing real estate are subjected to the 
general real estate tax and the value 
of such real estate is also included in 
the assessed value of their shares. 


Governors of Mexico Convene to 
Formulate T'iax Reform Plan 


OPE for realization of a unified 
taxation system for Mexico has 
been given as a result of the agreements 
reached as to taxation principles at the 
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convention of state and_ territorial 
governors held at Mexico City. 


The first big principle which was 
accepted by all delegates was that in- 
direct taxation must be replaced by 
taxation falling on direct causes of such 
imposts. Next was that main sources 
of future revenue should be from in- 
heritances and donations. Third, that 
as far as possible the income tax should 
be the only one placed on industry and 
commerce. High rates should be 
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placed on inheritances or intestacies 
except in cases of women beneficiaries 
or others unable to earn a living, such 
as the insane. 


All donations to the church shall 
automatically pass to the government, 
as they are illegal. This Mexican law 
has hitherto been more honored in the 
breach than in observance. Legacies 
to beneficent societies, if Mexican, 
were proposed to be subject to prefer- 
ential treatment. 
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Significant Decisions of the Board of Tax 
Appeals 
(Continued from page 346.) 


Losses, Deductible.—Without proof of cost the unex- 
tinguished useful value of buildings and equipment 
demolished in making improvements is not a deductible 
loss—Appeal of Hampton Company. 

Personal Service Corporations. — In the appeals of 
Hanley-Ried & Co. the findings of fact were that the 
taxpayer, an insurance brokerage corporation, was organ- 
ized in New Jersey by an insurance brokerage corpora- 
tion in New York together with certain individuals. The 
New Jersey corporation was created in order to transact 
certain business not permitted under New York Law. 
Stock to the extent of 25 per cent of the total was held 
by the New York insurance brokerage corporation. It 
does not appear that the latter was a personal service 
corporation itself. While the Board concluded that the 
income of the corporation is attributable to the activities 
of the stockholders as a whole, doubt was expressed that 
such income is to be primarily ascribed to the activities 
of the principal stockholders. The decision of the Board, 
however, turned upon another point. In refusing the 
status of a personal service corporation, the Board held 
that a corporation, the principal stockholder of which is 
not itself a personal service corporation, can not be classi- 
fied as a personal service corporation. The Board gave 
the opinion that Congress intended that the activities of 
the principal stockholders of a personal service corpora- 
tion should be personal in the sense of being individual, 
and that a corporation can not be said to have individual 
activities. 

Reconsideration of Evidence.—In the appeal of Gilliam 
Manufacturing Company the Board held that an adjudica- 
tion of an issue of fact is conclusive as to that fact in 
subsequent trials of the same taxpayer and that a Rule 
50 decision is such a final decision as to all facts ad- 
judicated therein as will constitute a basis for the plea 
of res adjudicata. 

Special Assessment.—In support of its claim that the 
profits tax should be computed under Section 328 the 
Chillicothe Bottling Company in its appeal contended that 
due to the extraordinary demand for its products during 
the year 1918, its plant and equipment was used to such 
an extent that the usual depreciation allowance for the 


Tax Position Wanted 
Trained income tax man with knowledge of both tax 
law and accounting desires permanent position with 
accounting firm or corporation. Come well recom- 


mended. A. R., care National Income Tax Magazine. 


Situation Wanted 
Bookkeeper with thorough practical knowledge of tax 
laws wants permanent position. Will go anywhere. 
J. B., care National Income Tax Magazine. 
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year 1918 was insufficient; that it was compelled, in order 
to be in a position to sell its output to, and to supply the 
demand of an army contonment located at Chillicothe, to 
make expenditure of a capital nature in the sum of $20,000; 
that the expenditures for machinery were made necessary 
because of the war situation, which was unproductive to 
a great extent after the cessation of war activities, and 
that the apparent extraordinary profits during the year 
1918 represent a realization in one year of the earnings 
of capital unproductively invested or employed through 
a period of years. Assessment under Section 328 of the 
Revenue Act of 1918 was denied. 


| NEW BUSINESS PUBLICATIONS | 


Procedure and Practice Before the Board of Tax Appeals, 
by George E. Holmes and Kingman Brewster. 225 pp. 
John Byrne & Company, Washington, D. C. ($4.00) 

Aside from the promulgated rules of procedure and 
practice before the Board of Tax Appeals, this volume 
contains helpful commentaries on precedents governing 
practice before the Board. For example, one seeking in- 
formation on jeopardy assessments will find in concise form 
a consolidation of the applicable provisions of law, rules 
and decisions bearing on the subject. 

Those yearning for light on undecided points of pro- 
cedure may possibly feel disappointed over the absence of 
speculative consideration of prospective developments in 
such instances. 

_ One of the exclusive features is a reproduction of the 

form letters used by the Bureau of Internal Revenue and 

the various forms in use by the Board of Tax Appeals. 

The book affords in readily accessible form a concise 

presentation of information valuable to the tax practitioner. 

It is published in a pocket size binding which can conveni- 

ently be carried for reference as occasion demands. 
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A Law Course for Accountants 


HERE IS A PRACTICAL SPARE-TIME LEGAL TRAINING PROGRAM 
FOR ACCOUNTANTS AND OTHER BUSINESS AND PROFESSIONAL MEN 


HE field of business venture 
which comes under the examina- 


tion of the accountant in modern 
practice has become so broad that a 


thorough knowledge of law and 
equity is well nigh indispensable. 

In an address before the ninth 
annual meeting of The American 
Association of University Instructors 
in Accounting, Mr. Edward E. Gore, 
C. P. A., of Smart, Gore & Com- 
pany, and a former president of the 
American Institute of Accountants, 
said in part: 


“***The modern tendencies of account- 
ing practice are such as***call for train- 
ing in the law in directions that have 
heretofore failed of recognition. This 
tendency suggests the desirability of ex- 
tending the courses provided for the primary education of 
the public accountant***, These courses of study are al- 
most entirely of a legal nature. ***It is certain that both 
the accountant and the lawyer now need to know more 
about each other’s profession than has ever been the case 
before.” 


Law Training of Value in Practice Before 
Board of Tax Appeals 


In the first 401 cases appealed to the U. S. Board of Tax 
Appeals, clients were represented by attorneys in 60 per cent 
of the cases and by certified public accountants in only 20 
per cent. The lawyers were completely successful in 22.6 
per cent of their cases and partially successful in 27.7 per 
cent, while the accountants were completely successful in only 
17 per cent of the cases they handled and partially success- 
ful in 30 per cent. 

The preponderance of attorneys in this class of work and 
their greater success may be ascribed to their more complete 
knowledge of legal practice and procedure, and the law of 
evidence. Certainly, therefore, a thorough study of these 
and attendant phases of law by accountants is worthwhile. 


Adopt This Program 


Accountants and others who wish to extend their knowl- 
edge of law can get, where residence study is impractical, 
the training they need through the spare time legal training 
program offered by the Blackstone Institute, Inc. 

The Institute offers two splendid law courses. One deals 
with commercial law exclusively while the other (the 
Graduate Course), in addition to the usual business law sub- 
jects, also covers the field of Adjective Law. This course 
contains sufficient instruction in law to pass the legal examina- 
tion for the bar, and graduates are awarded the LL. B. degree. 

Among the subjects covered in the Graduate Course are, 
Evidence, Pleading in Civil Actions, Practice in Civil Actions, 
Equity Pleading and Practice, Interpretation of Statutes, 
Courts—Organization, kinds and classifications, Bankruptcy, 
State and Municipal Taxation, Wills and Estates, Real 
Property, Landlord and Tenant, Private Corporations, 
Partnership, and forty-six other subjects. 


Prepared by Leading Authorities 


The Blackstone Course is the product of 80 of the most 
eminent legal authorities in the United States. Included 
in the list of authors are Chief Justice William Howard 
Taft and Associate Justice George Sutherland of the 





Modern American 


Law 
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United States Supreme Court, and the 
deans of eight of the leading resident law 
schools of the country. 


Complete Law Library 


Accompanying the course, is a_ big, 
handsome 25-volume library, Modern 
American Law, cited as “M.A.L.” by state 
supreme courts and by the United States 
District Court. This is recognition which 
has not been extended to any other non- 
resident law school. M.A.L. is furnished 
to the student complete at the time of en- 
rollment and serves immediately as a 
reference work on the entire field of 
modern day law. 


Other Attractive Features 


The study of the text and case books 
which comprise the M.A.L. library is 
directed by a series of lesson assignments 
mailed at regular intervals. Problems are 
provided, the solutions of which may be 
worked out and submitted to the Institute 
for correction, criticism and grading. 

There is also a series of 36 handy bulletins containing 350 
illustrations of transactions representing “pitfalls” in busi- 
ness. They are classified by subject such as Contracts, Com- 
mercial Paper, etc. The governing principle underlying each 
transaction is pointed out and the correct forms and proper 
methods to employ are indicated, thereby eliminating study 
and preventing litigation and financial loss. This is an ex- 
clusive Blackstone feature. 


Unlimited consultation service is given by the Institute’s 
legal staff upon any matters arising from the reading of 
the course. Instruction in the State statutes is also given 
upon request. 

An average of half an hour a day will keep the study 
schedule up-to-date. The tuition fee is moderate and covers 
the cost of all material and service. Liberal deferred pay- 
ments are allowed. 


Write for Details 


The complete story of the Blackstone Legal Training 
Course and Service is given in an attractive 128-page book, 
The Law Trained Man. A copy will be sent free upon 
request. 


Use the coupon below, or if you prefer, send a 
post card request. Remember, there is absolutely 
no obligation. Address Dept. 34D, Blackstone 
Institute, Inc., 4753 Grand Boulevard, Chicago, IIl. 


Blackstone Institute, Inc. 


Dept. 34D, 4753 Grand Blvd., Chicago, Ill. 
Please send me by mail and without obligation a 
copy of your 128-page book The Law Trained 
Man and details of your law course and service. 


Name 
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Business 
Address 


City 
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The Retail Method of Inventory, by Malcolm P. McNair. 
pp. 143. A. W. Shaw Company, Chicago, Illinois. 

Since the inauguration of the income tax increasing atten- 
tion has been given to methods of inventory valuation. In 
addition to the necessity of having accurate inventory valua- 
tion figures in order to determine profits, large business 
organizations for purposes of internal control find it ad- 
vantageous to be able to determine at any time from the 
value of goods on hand how much and when to buy. The 
value and limitations of the retail method and its position 
with respect to the income tax regulations are comprehen- 
sively considered. A complete statement of the formula 
for computing inventory by the retail method and the 
manner in which it operates under varying price conditions 
is presented. The author enumerates the particular spheres 
where his study shows this method has its greatest useful- 
ness and those in which less satisfactory results are obtained. 
Specialized Accounting, by George Hillis Newlove and 

Lester Amos Pratt. 475 pp. McGraw-Hill Book Co., 
Inc., New York. 

This volume presents a study of the accounting principles 
applied to the following types of business activity: com- 
mission merchants, department stores, cotton mills, greyiron 
foundries, flour mills, cement mills, commercial banks, 
trust companies, stock brokers, building and loan associa- 
tions, fire insurance companies, life insurance companies, 
land development companies, timber, logging and sawmill 
companies, bituminous coal mines and oil-producing com- 
panies. 

Of special interest to students of accounting and prac- 
ticing accountants preparing for C. P. A. examinations is 
the classification of the C. P. A. theory and auditing ques- 
tions and practical problems relating to specific lines of 
business from over five hundred C. P. A. examinations 
contained in the appendices. 

While no attempt has been made to present a complete 
system of accounting for any types of business and industry 
treated, the discussion and supplementary charts show the 
functions of the various financial records and reports for 
each business and the general relation each bears to the 
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others and to the system asa whole. The primary objective 
appears to be to point out the essential accounting features 
and administrative problems of each type of business. The 
publication is a creditable reference source of salient ac- 
counting features and administrative problems of the sixteen 
industries covered. 


| Communications from Readers | 


Blunders in Tax Administration 


The paragraphs below are extracts from a com- 
munication written by a California accountant in- 
quiring as to what means of redress is available 
from the grievances enumerated in dealing with the 
Bureau of Internal Revenue: 

A deputy collector assessed two of my farmer clients 
$2,861.45 excess profit taxes for 1917, which he afterwards 
admitted was a great mistake on his part. I sent in an 
amended return for that amount, but it involved an amended 
return for 1918 showing $501.77 additional for that year. 
We instructed the Department to deduct the latter amount 
from the 1917 claim when remitting. 

After considerable correspondence the Treasury Depart- 
ment passed the claim and paid it April 14, 1921, but 
deducted from the 1917 claim the sum of $593.56 on the 
ground that we ought to have taken cost in 1910 plus 
improvements instead of ascertained value at March l, 1913. 
We wrote them immediately, pointing out that that was 
contrary to the regulations, to their instructions to farmers, 
and to the printed forms themselves. Also that they had 
omitted as agreed upon to deduct from the claim the taxes 
for 1918 as shown, and to kindly remit the balance of 
$91.79 to settle both years. 

We'could get no answer to that either from Los An- 
geles or Washington. But in September, 1922, my clients 


sold one piece of their property and were surprised to find 
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that the Treasury Department without any notice had reg- 
istered a lien on it for unpaid taxes. We protested and 
called their attention to the previous correspondence; but 
we received only a very curt note that if we wanted that 
lien lifted we must send a bank guarantee of 150 per cent. 
So to prevent losing the sale they sent it under protest. 
Even then it took correspondence and time, and cost title 
and other expenses before the Treasury Department re- 
moved the lien. It took until May, 1925, before the Depart- 
ment advised the bank that this particular claim had been 
settled, and the bank guarantee returned. 

Then suddenly in December, 1924, a demand came for 
unpaid taxes for the year 1918. We again referred to the 
correspondence and stated that we were still looking for 
the balance due us, giving them the dates. After a few 
weeks on December 30, they replied that they found our 
statements correct but that there was only one way to settle 
this now. They had no option but to collect the amount 
with 51 months interest added or distrain. 

We replied per return, stating that through the admitted 
blunder of one of their employees they were holding money 
belonging to us more.than sufficient to pay all due; further 
than that they were holding back $593.56 against their own 
printed instructions; and further that the Treasury Depart- 
ment was absolutely without authority to hold back settle- 
ment of claims for years and charge interest for their want 
of system. But meantime we sent the actual amount with- 
out interest and indicated that we would file another claim 
as they suggested. Then to crown all we found that on the 
very day we received their reply they had filed another 
lien on the property without even waiting to get our reply. 

We protested vigorously both to Los Angeles and Wash- 
ington and said that we were as much entitled to a sworn 
statement of accuracy from the Treasury Department as it 
was from the taxpayer, and that knowing and admitting 
that them first assessment was wrong, and knowing that 
we had followed instructions as to land value, we were 
entitled to the courtesy of being shown where we had gone 
wrong before they took any steps of this kind. 

As usual not one word of notice was taken. We there- 
fore filed another claim with a note giving the reference to 
the case on June 4th, but up to date no notice has been 
taken of this proceeding. 

This procedure does not reflect any credit on the United 
States Government so far as we can see. No business firm 
in any land could do such a thing and stay in business. 
No one would deal with them. 


Belgium’s Debt Refunding Terms 
Editor, National Income Tax Magazine. 
Sir: 

The war debt of Belgium, meaning thereby the pre-armistice 
debt, is approximately $172,000,000. We are just informed 
that the Secretary of the Treasury has entered into an arrange- 
ment with Belgium whereby the latter country will pay the 
principal of this debt at the average rate of slightly less than 
$2,900,000 per annum. There will be no interest paid on this 
debt. 

Under this arrangement, Belgium can deposit with a 
bank in this country the sum of $48,334,000, with instruc- 
tions to keep this sum at all times in good 6 per cent in- 
dustrial and utility bonds and with further instructions to 
pay the interest from these bonds to the United States 
Government in liquidation of its debt. 

At the end of 62 years Belgium will have paid its war debt 
of $172,000,000 by applying the interest as above explained: 
Belgium can then instruct the United States bank with which 
it originally deposited $48,334,000 to sell out the bonds and 
refund the $48,334,000 to the Treasury of Belgium. Isn’t 
this tantamount to substantial cancellation of the original 
debt to the United States?—Arthur Buford, Boston, Mass. 

(Since nations do not ordinarily invest in private enterprises, 
6 per cent is rather too high a basis on which to consider 
the extent to which the refunding arrangement is equivalent 
to debt cancellation. Under normal circumstances 4 per cent 
would probably have been a fair interest payment on the debt. 
On that interest basis the present value of an annuity of 
$2,900,000 for 62 years, with interest compounded semi-annual- 
ly, if our calculation is correct, is $67,000,000. Our estimate, 
therefore, is that the basis of settlement with Belgium is in 
effect a cancellation of about $105,000,000 of the pre-armis- 
tice indebtedness.—Editor.) 
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Introducing — 


A. Suggestion Department 


Today 


Aanse 


Already 


For 


You 


houses of responsibility prepare 
their stationery to proclaim that 
responsibility—and to reflect a 
prestige worthy of remembrance. 


has inaugurated a “Suggestion 
Department”—a helpful depart- 
ment which can show you a new 
way to get the most out of your 
stationery. 





Transo’s newest ideas are being 
adapted by the largest firms in 
the country. 


the firm that is proud of its ac- 
complishments there is a new, 
simple and sure way to effect- 
ively use its mailing material. 


or the proper party in your or- 
ganization, should know of the 
efficiency and true economy of 
the TRANSO MAILING 
SYSTEM. 


TRUE ECONOMY 


in stationery is possible only when the completed 
job is everything you expect and serves to create 
a favorable impression of you and your business. 
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The Value and Weight of Your Case 
in Point is. Determined by 
its Judicial History 
(1) Has it been affirmed or reversed by the United States Supreme Court? 


(2) Has it been overruled, questioned, criticised, limited, or distinguished by 
the court which rendered it? 


(3) How often and how recently has it been cited with approval? 


Your Statutory and Constitutional Citations |may be 
Affected by Amendments, Repeals, or 
Judicial Construction 


(1) Are you sure that you have found all legislative citations, and all amend- 
ments and repeals? 

(2) Have you missed any case citing or construing the constitutional or 
statutory provision you are relying upon? 


These pertinent questions are answered quickly and efficiently 


by 
Shepard’s Citations for Your State 


The use of SHEPARD’S CITATIONS as a source of authority in looking up 
the law is but one phase of its value. As a means of checking up all authori- 
ties cited by opposing counsel, it is frequently the means of destroying the 
foundations upon which an adverse brief or argument rest; and of equal 
importance is the fact that this work can be done for you by any clerk after 
a few minutes explanation of the system. 


To build your own legal fences and to get over those of your 
opponent Shepard’s Citations point the way with unerring force. 


May we send you details on SHEPARD’S CITATIONS for your state? 


— The Frank Shepard Company —s ™*“rzerated 
SHEPARD’S CITATIONS 
76-88 Lafayette Street New York 
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